PHI LI PPI NES ECONOM C WRAP- UP
JUNE 3-9, 2000

The Phili ppine Congress noved forward this week on key
econom ¢ reforns, including E-Comrerce, power sector
reformand investnent incentives. My inflation (year-
on-year) clinbed to 4.1% but the governnent stil
believes its full year target of 5-6%is achievable. The
failure of TLC Beatrice Foods Chairman Loi da N col as-
Lews to find a banking partner led to a failed bidding
in the government's attenpt to sell its 30% stake in
troubl ed Philippine National Bank. W also report on

| ocal banking devel opnents and fears of a slowdown in car
sal es.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our May Econom c Qutl ook, which can also be found on
our web site.
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Mar ket and Pol i cy Devel opnents



Wth no significant news to influence it, the Philippine
peso ended the week at the sanme level as its June 2
close. Trading volunes were near year-to-date averages.
As noted, on June 9 the peso closed at P42. 465/ US$, which
was also its June 2 close.

Dat e Wei ght ed C osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

MAY 01 Mar kets Cl osed

02 41. 275 41. 279 127.9
03 41. 269 41. 270 84. 4
04 41. 265 41. 280 65. 5
05 41. 279 41. 280 112. 6
MAY 08 41. 274 41. 280 45.0
09 41. 279 41. 279 57.5
10 41. 353 41. 370 113.5
11 41. 398 41. 430 93.5
12 41. 474 41. 500 119.5
MAY 15 41. 589 41. 560 135.5
16 41. 613 41. 630 86. 6
17 41. 662 41. 665 145. 5
18 41. 727 41. 730 183.0
19 41. 682 41. 670 103. 9
MAY 22 41. 801 41. 915 157. 7
23 42. 158 42. 370 161.5
24 42.749 42. 740 119.3
25 43. 159 43. 400 206. 7
26 42. 976 42.720 170. 7
MAY 29 42. 649 42.710 163.7
30 42. 829 42. 750 92. 4
31 42. 649 42. 620 146. 5



JUN 01 42. 633 42. 580 104.5
02 42. 465 42. 465 113.1
JUN 05 42. 421 42. 320 147. 7
06 42. 233 42. 380 199. 2
07 42. 417 42. 360 131. 3
08 42. 475 42. 480 101.0
09 42.521 42. 465 99.7

Source: Bankers Associ ation of the Philippines

Cting the governnent's "healthy cash position” and high
[iquidity in the banking system Finance Secretary Jose
Pardo said there was little reason to expect significant
increases in donestic interest rates, despite accel erated
inflation in May. Hi s assertion was borne out as rates
for all three maturities of T-bills offered at the June 5
auction fell on a full award of P4 billion (against
P11.237 billion in offers). Interest rates on 91-day
bills fell 6 basis points to 8. 908% The 182-day bil
rate sank 9.3 basis points fromtwo weeks earlier (no
award was made for 182-day bills on May 29) to end at

10. 282% and an 18.5 basis point slide brought the
interest rate on 364-day bills to 11.211%

The declines continued at the auction of 5-year T-bonds
on June 6. Wth P6.855 billion worth of offers from
banks, the Treasury Bureau was able to sell the full P3
billion of bonds available and bring the rate down 25
basis points to 13%

G ven the governnent's strong cash position, Deputy
Treasurer Edward Mendi ol a suggested that the governnent

may be in a position to announce a reduction inits
weekl y donestic borrowi ngs by the end of June.

Treasury Bills



Auction Date 91 days 182 days 364 days

MAY 02 8.744 9.535 10. 510
MAY 08 8. 746 9.825 10. 800
MAY 15 8. 690 9. 900 10. 963
MAY 22 8. 975 10. 375 11. 423
MAY 29 8. 968 (no sales) 11.396
JUN 05 8. 908 10. 282 11. 211

Source: Bureau of the Treasury

Prime Lendi ng Rates of 16 Expanded Conmercial Banks

Dat e of Survey Aver age Range

MAY 03 10. 9953 9.50 — 13.375
MAY 09 11. 0068 9.50 — 13.375
MAY 18 11. 0078 9.50 - 13.375
MAY 25 11. 1516 10.00 - 13.750
JUN 01 11. 1416 10. 25 - 13.625
JUN 08 11. 1228 10. 00 - 13.625

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Phi |l i ppine stocks remain in the doldrunms, with the daily
val ue of shares traded continuing to average under Pl
billion. Traders continue to benoban a | ack of good
corporate news, but continue to believe that the current
fl oor of 1500 can be maintained for now. The 33-share
Phi li ppi ne Stock I ndex (PH SI X) ended the week at

1521. 93, up sonmewhat fromits June 2 close of 1512.75.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

MAY 01 Mar kets Cl osed



02 1606. 04 979

03 1592. 68 692
04 1553. 34 922
05 1551. 90 914
MAY 08 1518. 61 828
09 1523. 43 818
10 1522. 96 4599 a/
11 1505. 21 778
12 1539. 31 1064
MAY 15 1517. 09 1401
16 1507. 98 1023
17 1534. 05 1328
18 1521. 36 539
19 1478. 68 1162
MAY 22 1412. 09 935
23 1404. 67 1143
24 1418. 79 1266
25 1426. 62 1267
26 1427. 26 2540
MAY 29 1482. 77 1107
30 1470. 07 746
31 1478. 76 623
JUN 01 1470. 53 902
02 1512. 75 1135
JUN 05 1552. 65 1136
06 1562. 38 1222
07 1522. 33 796
08 1537. 13 598
09 1521. 93 977
al P3.9 billion represented bl ock sal e of Bank of Nova

Scotia's shares in Solid Bank to Metrobank

Source: Philippine Stock Exchange

ECONOM C REFORM LEG SLATI ON MOVES FORWARD

In April, an inpending congressional recess spurred both
houses of the Philippine Congress into action, passing
bills on energy restructuring, banking and securities



reform and so on. The June 9 recess saw a simlar rush
to legislate, as noted below. These key econom c reforns
are long anticipated and will help to inprove the

i nvestment and business climate in the Philippines.
Congress will return to its deliberations on July 24.

E- Commerce Bill Ready For President's Approval:

The el ectronic comerce bill, after ratification by the
House of Representatives on June 7 and the Senate on June
8, will go to the President for signature. The bil
provides a legal framework to govern and safeguard

el ectronic commercial transactions in the country,

i ncludi ng international exchange of information,
transactions and contracts. The bill's provisions are
based on the UNCI TRAL Model Law on El ectroni c Commer ce.
The bill also provides penalties for illegal activities
such as hacking, altering, forging, inflicting damages
and violating secrecy, as well as illegal use of

el ectroni ¢ docunents sent, received, stored or conpil ed.
Comput er hacking is punishable with a m nimumfine of
P100, 000 (about $2,360) and inprisonment of six nonths to
three years.

Power Sector Reform The Philippine Senate has conpl eted
action on bills to restructure the electric power sector.
The Senate action follows approval of simlar |egislation
in April by the House of Representatives, and a bicaneral
commttee has already begun work to reconcile the bills.
According to a senior Departnent of Energy official, a
consol i dat ed neasure should be ready for legislators to
rati fy when Congress reconvenes on July 24, and the bill
coul d becone | aw by August. The key points of the

| egi sl ation create a conpetitive market for power
generation and retail supply; create a whol esal e power
mar ket ; provide open access to transm ssion and
distribution facilities; and pave the way for the
privatization of the National Power Corporation (NPC

The neasure al so provides new and strengthened nechani snms
to prevent anti-conpetitive behavior. Once the President
signs the neasure, drafting the inplenenting rules and
regulations will take up to 12 nonths; privatization of
NPC assets and inplenenting the newlaw will occur over
several years. Real conpetition in the power sector is
expected to lead to | ower power costs, greater efficiency
i n power generation and use, and concom tant

envi ronnment al benefits.



| nvest nent I ncentives: The House of Representatives
passed on third and final reading proposed |egislation
whi ch seeks to enhance investnent incentives adm nistered
by the Board of Investnents (BO) under the Omi bus

| nvest nent Code. Since fiscal neasures nust originate
fromthe Lower House, HB 10596's passage paves the way
for novenent on a simlar proposal in the Senate. Anong
ot her things, House Bill (HB) 10596 woul d expand the |i st
of BO -adm nistered incentives to include: a |onger
income tax holiday (up to 12 years) for new big-ticket
"pioneer" projects, as well as information technol ogy
projects; provisions for net operating | oss carry-forward
and the accel erated depreciation of fixed assets; nore

i beral tax deductions for training and research and
devel opnent expenses than permtted under the internal
revenue code; deferred inposition of the m nimum
corporate incone tax (2% of gross incone); and, subject
to certain conditions, provision for an "investnent tax
al l omance" to the extent of a BO-registered firms
actual investnents in fixed assets. HB 10596 al so seeks
to restore BO incentives that have expired, mainly
tax/duty exenptions and tax credits for purchases of

capi tal equi pnent.

MAY YEAR- ON- YEAR | NFLATI ON AT 4. 1%

The governnent's National Statistics Ofice (NSO
reported that May 2000's consuner price index (CPl)

i ncreased by 0.4% nonth-on-nonth, fromO0.2%in April. A
sharper increase in the heavily-weighted food index
(which constitutes nore than half of the consunmer price
basket) mainly pushed up the CPI. This may partly
reflect the | agged effect of weak first quarter
agricultural sector output (the result of unfavorable
weat her, di sease and pest infestation). Because of 1999's
relatively | ow base, May 2000's consuner price inflation
rose 4. 1% year-on-year, accelerating for a fourth
consecutive nonth. Bangko Sentral officials said that
May's year-on-year CPl increase tracked with the
government's 4.0-4.1% internal projection

Econom sts generally expect year-on-year inflation to
inch up as the year progresses -- reflecting inproving
overal |l demand, cost push effects of fuel and utility



rate adjustnents, and lingering fiscal uncertainties.
Inflation slowed during 1999's second senester, and this
year's prices wll, therefore, also be comng off a
relatively low base. Still, inflation thus far has been
| oner than expected. Year-on-year inflation averaged
3.3%during the first five nonths of the year, well

wi thin the governnent's 5-6% full-year target.

PHI LI PPI NE CONSUMER PRI CE | NFLATI ON
(IN9%

Year - on- Year Mont h- on- Mont h

Jan 1999 11.6 2.1
Feb 9.9 (0.1)
Mar 8.7 (0.3
Apr 7.9 (0.1)
May 6.7 0.1
Jun 5.7 0.8
Jul 5.7 0.2
Aug 5.5 0.3
Sep 5.7 0.5
Cct 5.4 0.3
Nov 3.9 0.1
Dec 4.3 0.1
Aver age
Jan- May 1999

Jan- Dec 1999

Jan 2000 2.6 0.5
Feb 3.0 0.3
Mar 3.3 0.1
Apri | 3.7 0.2
May 4.1 0.4
Aver age

Jan- May 2000 3.3

Sour ce: Nati onal Statistics Ofice

GOVERNMENT DECLARES FAI LED Bl DDI NG FOR PNB



The Prequalifying, Bidding and Awards Comm ttee (PBAC)
overseeing the privatization of Philippine National Bank
(PNB) declared a failed bidding on June 8, a day before
PNB' s schedul ed sale. The commttee had earlier pre-
qualified R zal Commercial Banking Corporation (RCBC, a

| ocal commercial bank) and, to avert a failed bidding for
t he conbi ned governnent-Luci o Tan 80% PNB st ake, al so
"conditionally pre-qualified" the LNL-Tenpleton group
(led by U S.-based TLC Beatrice Corporation and its CEQ
Loida N col as-Lewis). However, LNL-Tenpleton failed to
nmeet the governnent-inposed June 8 deadline for the
consortiumto nane a foreign bank partner. The PBAC has
yet to draw up an alternative strategy follow ng the
failed bidding, but the options include putting up the
governnment's 30% share on the auction block or entering
into a negotiated sale. Governnent officials indicated
that the alternative privatization strategy would al so
take into consideration Lucio Tan's plans for his group's
shares in PNB.

BANK NOTES

Met robank to Absorb Solidbank: Publicly-Iisted
commerci al bank Metropolitan Bank and Trust Conpany
(Metrobank) said it intends to absorb the financial and
ot her non-real estate assets of Solidbank — the biggest
of three comercial banks which the Metrobank group
acquired over the past year. Under the plan, Solidbank
will end up as a "shell conpany", to be nerged with the
Met r obank group's investnent house (First Metro

| nvest nent Corporation, envisioned to take over

Sol i dbank's publicly-listed status). Metrobank hopes to
conplete the integration of Solidbank by Septenber. Two
ot her bank acquisitions -- Philippine Banking Corp. and
Asi an Bank —- are in the process of nmerging with d obal
Busi ness Bank, the Metrobank group's smaller comerci al
bank affiliate.

Dao Heng Bank and Banco de Oro Exploring Merger Deal:
According to reports, Dao Heng Bank's locally

i ncor porated commerci al bank subsidiary and tai pan Henry
Sy's Banco de Oro are exploring a nerger deal. The
envi si oned nerger has Banco de Oro as the surviving
entity. The Hong Kong based Dao Heng Bank reportedly



wants to retain its presence in the country by keeping
sone stake in the merged institution.

Urban Bank Execs Facing Charges?: Wile not giving
details, Bangko Sentral Governor Rafael Buenaventura
indicated in press interviews that top executives in
Urban Bank faced crimnal charges. Press articles
quoting the governor reported that a multi-agency task
force was in advanced stages of gathering evidence to
strengthen the governnent's case. Separate reports

i ndi cated that the possible charges coul d include
violations of prudential loan [imts to directors,

of ficers and stockhol ders. The task force is also

i nvestigating possible mal practice and viol ati ons which
may have resulted from col |l usi on between U ban Bank and
its financially-strapped investnent house subsidiary,

Ur bancor p.

AUTOMOTI VE ASSEMBLERS FEAR SALES SLOADOVWN

The autonotive industry continued to enjoy strong sal es
through the first five nonths of the year, with tota
sales clinmbing 20.2%to 34,025 units from 28,297 units a
year ago, the Chanmber of Autonotive Manufacturers of the
Philippine Inc. (CAMPI) reported. However, assenblers
noted sales growh has tapered off in the last two

mont hs, and are worried they may not be able to sustain
current growth pace for the rest of the year. A CAMPI
official hinted that in order to cope with the increase
in foreign exchange cost, assenblers are considering

rai sing vehicle prices. This could happen by August,
when current inventory has been depleted. The worsening
M ndanao conflict and the bonb scares in Metro Manil a
have affected consunmer confidence that could lead to
post poni ng al ready pl anned purchase of new vehicles. A
Toyota Motor Phili ppines senior official has comented
the industry was not as sure as it was before that the
mar ket woul d sustain its strong first quarter sales for
the rest of the year.



